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Students’ Department
H. P. Baumann, Editor
Problem in University Accounting
Dear Mr. Baumann:
In view of recent interest in the development of standards for university 
and college accounting, I am sending you, for use in the Students' Department 
of The Journal of Accountancy in case you find it suitable, a problem in 
university accounting. The solution of the problem follows the recommenda­
tions of the committee which has been studying this subject.
With kind regards, I am
Cordially yours,
Urbana, Illinois Lloyd Morey.
Introduction
Colleges and universities receive income which may be expended for the 
several institutional operations. In addition, they receive funds which must 
be maintained inviolate, the income only to be expended. They also receive 
funds which may be expended only for certain specific purposes. The financial 
records, therefore, must deal, not only with income and expenditure, but 
also with the accounts of permanent funds.
Standard classifications of accounts and standard forms of financial reports 
for colleges and universities are recommended by the National Committee on 
Standard Reports for Institutions of Higher Education (G. E. Van Dyke, tech­
nical secretary, 5835 Kimbark avenue, Chicago, Illinois). The recommenda­
tions of the committee are set forth in a series of bulletins dealing with various 
accounting and reporting problems.
The committee recommends that the accounts be classified in such a manner 
as to set out in balanced groups the assets, liabilities, and equities of the fol­
lowing funds:
I. Current funds, including all expendable funds other than those designated 
for plant extension. This group is subdivided into:
(a) General funds
(b) Restricted funds
II. Loan funds, including all funds of which the principal may be loaned.
III. Endowment and other non-expendable funds, including funds the prin­
cipal of which is being used for the purpose of producing income. This 
group is subdivided into:
(a) Endowment funds
(b) Funds subject to annuity
IV. Plant funds, including all funds designated or expended for additions to 
physical plant, divided into two groups:
(a) Unexpended plant funds
(b) Funds invested in plant
If funds of others are accepted for custody, an additional section for 
“ Agency funds ” is recommended.
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The general ledger and the balance-sheet should be classified according to 
these groups of accounts.
The committee recommends that income and expenditures be classified as to:
I. Educational and general.
II. Auxiliary enterprises and activities, including residence halls, dining halls, 
bookstores, hospitals, intercollegiate athletics and similar activities.
III. Other non-educational items. 
Under these respective groups income is classified by source and expenditures 
are classified first by function and then by department.
The committee recommends that the budget operations be controlled by 
budgetary accounts in the general ledger. Subsidiary ledgers for income and 
expenditures balanced to the proper budgetary control accounts of the general 
ledger are indicated.
The following transactions are those of the first year of operation of the 
University of Newstate. Attention is called to the fact that state appropria­
tions made to the University are not paid to it in cash but that to secure these 
appropriations the university certifies vouchers which are paid by state 
officers from funds in the state treasury.
From the transactions stated, present in proper form:
1. A balance-sheet of the university at the close of the year.
2. A statement of current income and expenditures and surplus for the year.
3. Statements of loan funds, endowment and other non-expendable funds, and 
plant funds.
(1) Gifts for endowment are received consisting of: 
Cash................................................................................. $ 100,000
Securities, valued at................................................................ 3,800,000
(2) Gifts for new buildings and equipment are received consisting of:
Cash........................................................................................... $2,000,000
(3) A state appropriation for plant development is made by the state legis­
lature amounting to $500,000.
(4) Cash is received from a mortgage bond issue for a new building for 
$200,000 at par.
(5) Gifts in cash subject to annuity agreements, $100,000.
(6) Investments are purchased for non-expendable funds to be entered at
cost as follows: 
Endowment funds............................................................ $ 98,000
Annuity funds....................................................................... 99,000
(7) Expenditures for plant extension are made as follows: 
From state appropriations for this purpose........ 497,600
From other plant funds....................................................... 2,167,821
(8) Budget estimate of income for the fiscal year is $900,000.
(9) Budget appropriations for the fiscal year are $880,000.
(10) A reserve for working capital for general stores is set aside out of current 
surplus, $15,000.
(11) Income for general purposes is realized in cash from the following sources:
Student fees........................................................................ $ 218,815
Federal appropriations....................................................... 50,000
General endowment........................................................... 104,600
Sales and services............................................................... 3,120
Miscellaneous...................................................................... 964
Residence halls................................................................... 21,410

















Income is accrued and billed as accounts receivable for the following items:
Sales and services.............................................................. $ 2,860
Bookstore............................................................................. 1,624
Accounts receivable are collected to the amount of $3,918.




Vouchers are audited for the current expenses of the following depart­
ments:











Fellowships and scholarships............................................. 8,000
Sub-total.......................................................................... (839,318)
Stores.................................................................................... 31,600
Work in process................................................................... 16,540
Stores are issued for the following purposes: 




Vouchers are paid as follows: 
From current general funds...................................... 551,600
From state appropriations................................................ 200,000
From current restricted funds: 
Restricted endowment. . . ......................................... 100,612
Restricted gifts................................................................ 31,400
A gift in cash for student loans is received of $25,000. Interest is to be 
charged on these loans and added to the principal.
Student loans are made to the amount of $21,600.
Student loans are collected to the amount of $4,200 principal and $986 
interest.
Investments of restricted endowment funds valued at $21,000 are sold 
for $22,400 and accrued interest $396.
An annuity fund for general current purposes amounting to $1,000 
matures and becomes available for expenditure.





At the close of the year it is found that:
(a) There have been expended from current funds and included in 
No. 15 items which represent additions to plant and equip­
ment amounting to $16,180.
(b) Property is found to be worn out and is scrapped and disposed of 
which originally cost $3,875.
(c) Orders and contracts against budget appropriations of the cur­
rent year are still unliquidated to the amount of $3,100.
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Current Income and Expenditures








Gifts from private sources—restricted...................... 32,100
Sales and services of educational departments........  5,980
Other miscellaneous sources....................................... 964















Operation and maintenance of physical 
plant...................................................... 112,269
Total educational and general..........  $704,557
Auxiliary enterprises:




Total auxiliary enterprises................ 158,117
Non-educational expense: 
Annuities.............................................. $ 6,000
Fellowships and scholarships................ 8,000 14,000
Total expenditures..................................................







The Journal of Accountancy
Summary of current funds
Balance, beginning of year................................................ $
Add:
(1) Excess of income over expenditures for the year 
per statement.............................................. $20,411
(2) Transfer from annuity funds per exhibit D............  1,000 21,411





Unappropriated surplus......................... 1,407 19,507
Restricted funds, exhibit B-l.................... 1,904
Total, as above............................................................ $21,411
Exhibit B-1
Statement of restricted expendable funds 
For the year ended................
Expended Balance
Balance Income and in- at end
beginning for year to eluded in of year
Fund and purpose of year exhibit B exhibit B exhibit A
Endowment income................ $101,816 $100,612 $ 1,204
Gifts......... ................................. 32,100 31,400 700
Total................................. $133,916 $132,012 $ 1,904
Exhibit C
Statement of loan funds
For the year ended......................
Balance at beginning of year......................................... $
Additions during year:
(1) Receipts: 
1. Gifts.................  $ 25,000
2. Earnings........................................................ 986 25,986




Statement of endowment and other non-expendable funds 




Balance at beginning of year........................................ $ $
Additions during year:
(1) Receipts:
1. Gifts............................................................... 3,900,000 100,000
2. Profit on investment.................................... 1,400
Total receipts........................................... $3,901,400 $ 100,000
Deductions during year:
Annuity for general purposes, terminated and 
transferred to current funds (See exhibit B)....  1,000
Balance at end of year, to exhibit A, section III.......... $3,901,400 $ 99,000
Exhibit E-1
Statement of unexpended plant funds 
For the year ended...................
Balance at beginning of year......................................... $
Additions during year:
1. State appropriations........................................... $ 500,000
2. Gifts....................................................................... 2,000,000
3. Loans for plant purposes..................................... 200,000
Total additions................................................... 2,700,000
Deductions during year: 
Expended for plant extensions.............................. 2,665,421
Balance at end of year, to exhibit A, section IV...........  $ 34,579
Exhibit E-2
Statement of funds invested in plant 
For the year ended....................
Value of plant at beginning of year............................. $
Additions during year:
(1) Expended from plant funds (as above).............. $2,665,421




(1) Property worn out or otherwise disposed of.... 3,875
Value of plant at end of the year (exhibit A, section IV).................. $2,677,726
Less: amounts owing at end of year....................  200,000
Net plant funds invested in plant at end of year, to exhibit A, 
section IV.............................................................................. $2,477,726
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Ohio C.P.A. Examination
Practical Accounting
Examination, Wednesday, November 2, 1932—2:00 P.M. to 6:30 P.M.
No. 2. You have been employed by the Columbus Specialty Company to 
prepare a forecast of its operations for the period ending July 31st. From the 
information given, prepare a cash statement, monthly (April-July) income-and- 




Cash on deposit....................................................................................... $ 24,820
Accounts receivable.............................................................................   69,600
Inventory of raw material..................................................................... 27,000




Note payable (special 6% loan)........................................................... $ 30,000
Accounts payable.................................................................................... 51,300
Accrued payroll...................................................................................... 12,500





Income and expense—three months ended March 31st 
Sales (60,000 units)................................................................... $180,000





Selling expense........................................................................... 9,000 24,000
$ 24,000
Cash discounts........................................................................... $ 1,080
Depreciation............................................................................... 2,700
Interest....................................................................................... 300 4,080
Net profit........................................................................... $ 19,920
Buildings and equipment are wholly used in manufacturing, depreciation 
being provided on straight-line basis. Fifteen thousand dollars of new ma­
chinery will be purchased in July. Depreciation charges will be as follows: 
April, May, June, $1,000 each; July, $1,060.
Thirty per cent. of current month’s sales are paid within the same month and 
are allowed 2 per cent. cash discount; 60 per cent. are paid during the following 
month; 8 per cent. in the second month and balance may be considered un­
collectible. No provision has been made for losses arising from uncollectible 
accounts.
Accounts payable are due on the 10th of each month for all purchases and 
expenses of previous month, including administrative and selling. Payrolls 
are payable on the 5th and 20th of each month for preceding half calendar- 
month periods.
Company’s credit permits loans in multiples of $10,000 for full calendar 
months only, with interest deducted at 6 per cent. per annum. In computing 
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monthly cash requirements, you may disregard the actual date of receipts and 
disbursements and consider that the full month’s receipts are available to apply 
on the disbursements of the same month. Special term note outstanding 
March 31st is dated February 1st, due in four months.
The sales department estimates the following monthly requirements and 
recommends certain additional production to establish a reserve for future 
demands:
Sales Production
January (actual)................................... 10,000 units 10,000 units
February “   20,000 units 20,000 units
March “ 30,000 units 30,000 units
April........................................................ 20,000 units 30,000 units
May......................................................... 25,000 units 40,000 units
June........................................................ 30,000 units 35,000 units
July......................................................... 65,000 units 60,000 units
August..............................   50,000 units 50,000 units
Cost of finished product should be average of beginning inventory of finished 
product with current month’s production cost. It is expected that the selling 
price of $3 a unit can be maintained and that selling expense will retain a fixed 
relation to sales. Administrative expenses will remain unchanged during the 
period of your investigation.
Direct labor and material costs have a constant relation to production. 
Overhead expenses are at a minimum of $10,000 a month when production 
is at 10,000 units or less, and increase with production at the rate of $1, for each 
$3 expended for direct labor. Fifty per cent. of such expenses consist of in­
direct labor and fixed monthly charges for insurance and taxes, and 50 per cent. 
comprises various manufacturing expenses exclusive of depreciation.
Insurance was taken out January 1st, for three years at a cost of $3,600. 
Taxes of $12,000 per annum are payable June 20th and December 20th for 
current semi-annual periods.
It is desired that a raw material inventory be maintained sufficient only for 
the following month’s requirements.
At a directors meeting to be held during April a dividend of 10 per cent. will 
be declared payable May 15th.
Income taxes may be disregarded.
Solution:
The estimates of the various elements of cost appearing in the statement of 
estimated cost of goods manufactured and sold (exhibit A) were determined 
as follows:
Material consumed.—The statement of income and expense for the three 
months ended March 31st (given in the problem) shows that the material 
consumed in producing 60,000 units cost $60,000, or $1 per unit. The es­
timated purchases are based upon the opening inventories and the estimated 
production for the current and succeeding months.
Direct labor.—As the direct labor cost for producing 60,000 units for the three 
months period ended March 31st was $36,000, and as we are told that the 
direct labor cost has a constant relation to production, a unit cost of 60 cents 
for direct labor is used.
Overhead.—The estimate for overhead is more difficult. The problem states 
that “ overhead expenses are at a minimum of $10,000 a month when production 
is at 10,000 units or less, and increase with production at the rate of $1 for each 
$3 expended for direct labor.” As the direct labor cost to produce 10,000 
units is (10,000 times $.60) $6,000, the overhead cost will increase (1/3 times 
$6,000) $2,000 for each increase of 10,000 units over a base 10,000 units of 
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production. An analysis of the direct labor and overhead costs of the three 
months ended March 31st shows:
Units Direct
Month produced labor Overhead
January........................ .................. 10,000 $ 6,000 $10,000
February...................... .................. 20,000 12,000 12,000
March........................... .................. 30,000 18,000 14,000
Totals................... .................. 60,000 $36,000 $36,000
Further, “50 per cent. of such expenses consists of indirect labor and fixed 
monthly charges for insurance and taxes, and 50 per cent. comprises various 
manufacturing expenses exclusive of depreciation.”
It is necessary to segregate the indirect labor, insurance, taxes, and other 
manufacturing expenses because the payment dates of these expenses vary. 
Indirect labor is payable on the 5th and 20th of each month for preceding half 
calendar-month periods; insurance is paid in advance; taxes are accrued and 
are payable June 20th and December 20th for current semi-annual periods; 
and the remainder, “various manufacturing expenses” are payable on the 





Month Produced Overhead Insurance Taxes labor expenses
April................ ........ 30,000 $14,000 $100 $1,000 $ 5,900 $ 7,000
May................. ........ 40,000 16,000 100 1,000 6,900 8,000
June................. ........ 35,000 15,000 100 1,000 6,400 7,500
July................. ........ 60,000 20,000 100 1,000 8,900 10,000
Totals.......... ........ 165,000 $65,000 $400 $4,000 $28,100 $32,500
Depreciation.—The depreciation charges are stated in the problem.
Inventories of finished goods.—“ Cost of finished product should be average of 
beginning inventory of finished product with current month's production cost.” 





Production........................................................................ 30,000 $ 63,000
Cost of sales (amount = 2/3 of $63,000)............................ 20,000 42,000









Cost of sales (amount = of $102,000).......................... 25,000 $ 51,000




Cost of sales (amount = of $123,000).......................... 30,000 61,500




Cost of sales (amount = 65/90 of $178,560).................... 65,000 128,960
Inventory, July 31.............................................................. 25,000 $ 49,600
Columbus Specialty Company Exhibit A
Statement of estimated cost of goods manufactured—by months 













Opening inventory......................... $27,000 $ 40,000 $ 35,000 $ 60,000 $ 27,000
Purchases........................................ 43,000 35,000 60,000 50,000 188,000
Total............................................ $70,000 $ 75,000 $ 95,000 $110,000 $215,000
Closing inventory........................... 40,000 35,000 60,000 50,000 50,000
Material consumed..................... $30,000 $ 40,000 $ 35,000 $ 60,000 $165,000
Direct labor........................................ $18,000 $ 24,000 $ 21,000 $ 36,000 $ 99,000
Overhead:
Insurance........................................ $ 100 $ 100 $ 100 $ 100 $ 400
Taxes............................................... 1,000 1,000 1,000 1,000 4,000
Indirect labor.................................. 5,900 6,900 6,400 8,900 28,100
Other manufacturing expenses.... 7,000 8,000 7,500 10,000 32,500
Depreciation................................... 1,000 1,000 1,000 1,060 4,060
Total overhead........................... $15,000 $ 17,000 $ 16,000 $ 21,060 $ 69,060
Cost of goods manufactured.............. $63,000 $ 81,000 $ 72,000 $117,060 $333,060
Finished goods—opening inventory.. 21,000 51,000 61,500
Total............................................ $63,000 $102,000 $123,000 $178,560 $333,060
Finished goods—closing inventory. . 21,000 51,000 61,500 49,600 49,600
Cost of goods sold.............................. $42,000 $ 51,000 $ 61,500 $128,960 $283,460
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The estimates appearing in the statement of estimated income and expense 
(exhibit B) were determined as follows:
Sales.—The amount of sales is computed at a price of $3 per unit.
Administrative expense.—This expense averaged $5,000 per month and “will 
remain unchanged.”
Selling expense.—The cost of selling for the three months ended March 31st 
was ($9,000 ÷ $180,000) 5 per cent. and provision is made at this rate.
Bad debts.—Bad debts are provided for at the rate of 2 per cent. of sales.
Cash discounts.—Discount at the rate of 2 per cent. is allowed on the collec­
tions received within the month (30 per cent. of sales). The allowance for cash 
discounts is, therefore (2 per cent. of 30 per cent.) .006 of the sales for the current 
month.
Interest.—This expense can not be computed until the cash requirements are 
determined. An analysis showing the interest account follows as schedule V.
Exhibit B
Columbus Specialty Company
Statement of estimated income and expense—by months 












Sales................................................ .. $60,000 $75,000 $90,000 $195,000 $420,000
Cost of goods sold (exhibit A).. . . 42,000 51,000 61,500 128,960 283,460
Gross profit..................................... .. $18,000 $24,000 $28,500 $ 66,040 $136,540
Administrative expense.................. $ 5,000 $ 5,000 $ 5,000 $ 5,000 $ 20,000
Selling expense................................ 3,000 3,750 4,500 9,750 21,000
Bad debts........................................ 1,200 1,500 1,800 3,900 8,400
Cash discounts................................ 360 450 540 1,170 2,520
Interest............................................ 150 200 300 250 900
Total expenses......................... $ 9,710 $10,900 $12,140 $ 20,070 $ 52,820
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Columbus Specialty Company Schedule II
Estimate of disbursements on accounts payable—by months
for the period April 1, 193— to July 31, 193-
Unpaid
Total April May June July July 31
Accounts payable.




























Totals....................... $327,800 $51,300 $58,000 $51,750 $77,000 $89,750
Note.—“Accounts payable are due on the 10th of each month for all purchases and expenses 
of previous month, including administration and selling.”
Columbus Specialty Company Schedule III
Estimated disbursements for payrolls—by months 
for the period April 1, 193— to July 31, 193— 
Accrued 
payroll
Total April May June July July 31
Accrued payroll, 
March 31.......... $ 12,500 $12,500
Direct labor: 
April......................... 18,000 9,000 $ 9,000
May.............................. 24,000 12,000 $12,000
June.............................. 21,000 10,500 $10,500
July.............................. 36,000 18,000 $18,000
Indirect labor: 
April......................... 5,900 2,950 2,950
May.............................. 6,900 3,450 3,450
June.............................. 6,400 3,200 3,200
July.............................. 8,900 4,450 4,450
Totals........ ............. $139,600 $24,450 $27,400 $29,150 $36,150 $22,450
Note.—“Payrolls are payable on the 5th and 20th of each month for preceding half calendar- 
month.” It must, of necessity, be assumed that the payrolls of each month are equal.
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Columbus Specialty Company Schedule IV
Analysis of accrued taxes 











Columbus Specialty Company Schedule V
Analysis of interest paid







accrual Payments of month 
$ 300
$ 150 450






Statement showing estimated receipts and disbursements 
for the period April 1, 193— to July 31, 193—
Receipts 






















Total receipts.............................. $101,260 $100,760 $137,570 $177,100 $480,100
Disbursements
Accounts payable (schedule II)........ $ 51,300 $ 58,000 $ 51,750 $ 77,000 $238,050




Interest on special term note
(schedule V)....................................
Bank loan repaid................................
















Total disbursements................... $ 75,750 $ 99,450 $127,800 $173,400 $476,400
Cash balance, at end of month........ $ 25,510 $ 1,310 $ 9,770 $ 3,700 $ 3,700
Note.—It is assumed that the bank loans (other than the special term note) are to be for 
thirty days, and that no minimum bank balance is required.
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Exhibit C
Columbus Specialty Company





Less: reserve for bad debts........... 12,000
Inventories: 
Raw materials......................... $ 50,000
Finished goods............................. 49,600
Prepaid insurance.........................................................
Buildings, machinery and equipment......................
Less: reserve for depreciation...............................









Balance, April 1, 193—.............. $ 16,320
Profit, April 1, 193— to July
31, 193— (exhibit B)............. 83,720
Total..................................... $100,040
Dividends paid............................ 14,000
$ 3,700
139,800
99,600 $243,100
......................................... 2,900
$150,000
6,760 143,240
$389,240
$ 50,000
89,750
22,450
1,000 $163,200
$140,000
86,040 226,040
$389,240
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